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THE PLANS 


1. The Common Market: a treaty 
to set up a European Economic Com- 
munity signed at Rome in March by 
six countries—Germany, France, Italy, 
Belgium, Holland and Luxemburg. 
Germany, France and Italy have rati- 
fied it. The other three ratifications 
are expected to follow soon. 

2. The Free Trade Area : a proposal 
by Britain of interest to a larger 
number of countries. Serious nego- 
tiations may be initiated by the Council 
of Ministers of the Organisation for 
European Economic Co-operation 
when it meets next week. 


* 

Both are schemes for the removal 
of customs tariffs and quota restric- 
tions between the member countries 
over a period of time—twelve years in 
the Rome treaties, starting in January, 
1959. Both will involve a growing 
political co-operation. But there are 
three basic differences between the 
two schemes. 

(a) In the Free Trade Area, while 
tariff barriers between members would 
be removed, their existing national 
tariffs against “third countries” 
which are not members would be 
retained. In the Common Market, 
national tariffs against “third coun- 
tries” would be gradually replaced 
by a common external tariff wall, so 
that the six countries form in time a 
single customs union. 

(b) In the Common Market, 
arrangements are made for agriculture 
as well as industry; the Free Trade 
Area, as first proposed by Britain, 
was designed to apply to industry 
alone — though other countries 
disagree. 

(c) The Common Market will em- 
brace the overseas territories of 
members; no such inclusion is 
envisaged for the Free Trade Area. 
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Spence Catalysts in Industry... 


The Petroleum Refining and 
Petro-Chemical industries 


Spence Catalysts are used extensively in refinery and 
petro-chemical! processes. They are made to customers’ 
specifications under carefully controlled conditions to 
give reliable products of long life and high activity. 
Spence Chemicals are aiso employed in water treatment, 
paper manufacture, and many other industries. 


WIDNES, LANCS. ALSO AT LONDON & BRISTOL 


1957 





















THE ECONOMIST OCTOBER 12, 1957 FREER TRADE IN EUROPE 


The Gement for Industry 


Because the same cement makes 





Concrete in hours—not days Mature concrete at unequalled speed. The maximum 
(using ordinary aggregate) waiting time is 24 hours. 





Corrosion-resistant Concrete 
(using ordinary inert aggregate) 
Refractory Concrete 
(using firebrick aggregate) 


Concrete highly resistant to chemical attack. 












“The most adaptable refractory known. 


Insulating Concrete 


ay) Jointless castable insulation suitable for high temperatures. 
(using lightweight aggregate) 


The Best Cement in the world used all over the world 






Supplies of Ciment 


Fondis are immediately LAFARGE ALUMINOUS CEMENT COMPANY LIMITED 
available throughout 73, BROOK STREET, LONDON, ENGLAND 
Western Europe and 

Se dette aad FRANCE: CIMENTS LAFARGE, 32 Avenue de New York, Paris 16e. 
- Am U.3.A: CIMENT FONDU LAFARGE CORPORATION, 122 East 42nd Street, New 
readily obtainable in oon — a 
miset hares of the world. SaNADA: CIMENT FONDU LAFARGE (CANADA) LTD., 1405 Peel Street, 












CREDITO ITALIANO 


Head Office in Milan 


266 Branches in Italy 


LONDON REPRESENTATIVE: O. PETIT 


158, Fenchurch Street, E.C.3 
Telephone : MIN 8851/2 


REPRESENTATIVES also in : Bombay—Buenos Aires 
Frankfurt a/M—New York—Paris—Sao Paulo—dZiirich 
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ire Ltd 


Tenaplas Ltd 


Extruded Plastics 


Limit Engineering Group Ltd Hartley Robertson Ltd 


n 7 ” } 
Fractional h.p. and all types of electric motors Wetec a Wr cobssL eis D se Bol bel 


Hartley Electromotives Ltd J. Langham Thompson Ltd 


General electrical engineering Electronic development engineers 


CAMP BIRD INDUSTRIES LTD., CAMP BIRD HOUSE, DOVER STREET, W.1} 
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N the past century, four invading armies have swept 

I across the rich Alsatian plain ; its farming families have 
fought twice on either side. The farmer of today may 

have been conscripted for Germany in 1914, his father 
for Napoleon III. His sons fought for France between 1939 
and 1940, and within a year were in uniform again on the 
other side. Today their young brothers are once more in the 
French army—in Algeria or Germany. Bitter experience 
has taught the Alsatian the stupidity of nationalism. If he 
has any political wish it is that the feud between France and 
Germany which has devastated his family’s life be brought 
to an end. His is only the extreme example of the experi- 
ence that has given birth to the now insistent “ European ” 
idea. In all the countries occupied by the Germans 
occupation dealt a death blow to the old confident 
assumptions of patriotism. In Germany and Italy on their 
side, defeat brought a deep revulsion of feeling against 
nationalism. Young Germans were brutally disillusioned 
in 1945, and many older Germans too have been taught by 
the terrible destruction of their lives and homes that the 
members of the European 
family cannot survive if they 
continue to fight amongst them- 
selves. The frightening new 
dominance of Russia, too, which 
Europe has brought upon itself, 
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I. Are We Europeans ? 
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economies to merge together. And the institutions 
—parliament, cabinet, administration—set up _ in 
the treaty which are designed to develop the economic 
policies of a single community could become in time some- 
thing like a federal European government. 

The same historical necessity which is urging on “ The 
Six,” as they are called, is pressing Britain towards closer 
co-operation with its European neighbours. Britain is now 
a midget beside the Russian and American giants. It too 
is incapable of defending itself alone and has lately proved 
painfully unable to defend vital interests elsewhere in the 
world by either diplomacy or force. Since the war, the 
relative decline of Britain as a power in the world has been 
masked by a heritage of influence. This has been visibly 
eroded in recent years. 

Yet to many British people the political thoughts behind 
the common market seem alien. The last war never wrought 
in British hearts that deep transition of feeling that has led 
so many of our neighbours to reject the idea of the nation. 
If anything it strengthened insular pride. No street in 
London, as in Strasbourg, has 
been renamed four times in 
the past century—from Avenue 
de l’Empereur to Wilhelmstrasse 
in 1871, to Rue de la Paix in 
1918, Hermann Goeringstrasse 


has made the Germans even Competition or Cartel? .... page 8 in 1940, Rue Franklin Roosevelt 
more conscious than their neigh- in 1945. 

send ik de a oe a The Seat of Power 22... page 10 A Geman seneuteliy te 
gether for strength. All over The German Competitor... 15  ‘“arked that to many British 
Europe, millions of people have P page people the Channel is wider 
found hope since in the ideal of Fitting in the Farmer... page 19 than the Atlantic. For centuries 
a broader unity which could put — 7 Britain has looked less towards 
an end to nationalist conflicts Vision of Eurafrica |W. page 20 _—_— Europe than outwards across the 


and give new strength to their 
shattered continent. 

The treaty to set up a European Economic Community, 
which has been signed by France, Italy, Western Germany, 
Belgium, Holland and Luxemburg, and ratified by the first 
three, at long last gives political expression to this great 
political change of heart. On paper the treaty is an 
economic one: a plan for a customs union, to remove, over 
a period of twelve to fifteen years, the separate tariffs 
and quotas which divide these countries from one another, 
and to erect around the “common market” thus created 
a New common customs tariff against the rest of the world. 
By doing this the six countries will create a single market 
of 160 million people in which their industries might enjoy 
advantages of scale and competition comparable to those 
which have enriched the United States. But men like Dr 
Adenauer and M. Spaak also see the common market as a 
prelude to the political unity of western Europe, just as in 
the nineteenth century the Zollverein was the prelude to the 
political unity of Germany. The fall of tariff barriers 
and quota restrictions will cause the separate national 


sea. Generations of British 

people have felt more at home 
in the little Englands dotted across other continents 
than in Rome or Amsterdam. In political terms the 
alliance with America and the “ old” Commonwealth is 
cemented by common language and has been tried in war ; 
in economic terms, whatever the ambitions of the common 
market, the sterling area and the preferential system in the 
Commonwealth have been for a quarter of a century the 
framework of Britain’s foreign trade. Conflicts of interest 
as well as old habits of mind have made Britain’s attitude 
towards European union ambivalent. 

Now at last the economic challenge of the common market 
is forcing that attitude to change. Since the war, while 
Britain has been lukewarm about political co-operation 
with Europe, necessity has forced it to co-operate in 
economic matters. The destruction of European trade by 
quota restrictions and currency difficulties, the shattering 
of world trade by the dollar deficit which stemmed from 
Europe’s weakness, compelled trading Britain to work with 
its European neighbours after the war to revive some sort 
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of trading community. Spurred by Marshall Aid, the 
Organisation for European Economic Co-operation was 
formed and under its aegis the bulk of the quotas which 
restricted trade in Europe have been removed. OEEC has 
set up and run the European Payments Union, which has 
already become a currency clearing centre not only for 
Europe but for most of the non-dollar world. The common 
market is, in its economic sense, an ambitious attempt to 
carry this constructive effort further. The scope for in- 
creasing trade in Europe by removal of quotas has become 
small. Now the six countries at the heart of western Europe 
are pledged to take a bigger plunge—the removal of tariff 
barriers. Britain and the other countries of OEEC—whose 
members stretch from Scandinavia to Turkey—must go with 
them. If they do not, a protected tariff block may arise in 
their midst, breaking up the whole partnership in OEEC and 
threatening to exclude the industries of, say, Britain and 
Sweden from the markets of the six countries, which have 
developed so encouragingly since the war. 

Meanwhile, however desirable a lasting Commonwealth, 
the signs of its loosening are unmistakable. The economic 
dovetailing is working loose; the affinities which 
draw African and African together, Asian to Asian, are 
resisting the pull of London. The “old ” Commonwealth 
wants Britain to find new strength by close unity with 
the region of Europe with which it shares so many interests ; 
this was made clear by several Commonwealth premiers 
last June. For the Commonwealth will not survive if it 
has a weak or overstrained heart. Britain has been forced 
to find a way to reconcile its obvious interest in joining the 
new European developments with the preservation of what 
is left of Commonwealth economic co-operation, and with 
its lasting interest in the freeing of world trade. 

The government’s answer is the scheme for an industrial 
free trade area in Europe. It would offer Britain the best of 
all worlds. In a free trade area tariffs between European 
countries would be removed, as in the new economic com- 
munity. So Britain would not be shut out of the industrial 
market in the new community, and any members of OEEC 
that wished to join could share the benefits of increased 
trade and greater competition which the removal of tariffs 
may bring. A free trade area, on the other hand, would 
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have no common external tariff against the world outside. 
By this formula Britain could. still maintain tariff 
preferences for imports of Commonwealth manufac- 
tures against all areas except Europe. By excluding 
agriculture altogether from the scheme, it was thought, 
the more important preferences for Commonwealth 
farmers would be wholly preserved, as would Britain’s 
protection of its domestic agriculture. And a looser 
political organisation, based on OEEC, would make 
it possible for its other member countries to join— 
neutral Sweden, Switzerland and Austria ; Denmark and 
Norway ; perhaps even Greece, Turkey and Portugal, Ire- 
land and Iceland on the fringe of Europe—countries which 
inevitably do not share the sense of solidarity of “ the Six ” 
but which share Britain’s interest in a more »siodest con- 
tinuing co-operation. 

The original scheme for a free trade area was too 
ingenious. It neatly reconciled every British need but it 
forgot other people’s. The Six have sensed that it sprang 
not from a deep political conversion like their own but 
from the reluctant acceptance of a painful necessity ; and 
they quarrel with several British wishes. It will not be 
possible for Britain wholly to exclude food and drink, as it 
wishes ; several European countries are not prepared to 
open their markets to British industry unless their farmers 
get an opening in Britain in return. The institutions of the 
free trade area, too, may in the end have to be a good deal 
more ambitious than those suggested at first by the British 
Government. 

On these and other critical issues which are discussed 
in later articles both sides will have to give ground. The 
fact is that the common market is forcing on Britain a 
political as well as an economic choice. It cannot go on 
any longer trying to be. both inside and outside Europe at 
the same time. By proposing a free trade area, the 
Government is giving an inevitable “yes” to the 
question “ Are we Europeans?” And its task in the 
long negotiations which, it is hoped, will follow the meeting 


~of the OEEC Council next week, is to join with a 


good grace, making it clear that its aim is not to disrupt 
the common market, but to hold its doors open to the wider 
western world. 


2. Prospect for the Producer 


What economic benefits can Britain and 


Europe expect from freer trade? 


tion, it may be possible to rank a fully or partly inte- 

grated Western Europe politically beside the United 
States or Russia: but economically this half of Europe plays 
in a different league. Both those massive economies have 
been built up on a broad basis of self-sufficiency; no political 
integration could alter the fact that Western Europe, as a 
region, must import a substantial proportion of the industrial 
raw materials for its main economic activity, manufacturing, 
and must export much of what it makes to pay for these. 
Some of the industrial development already planned inside 
western Europe is “ import-saving.” But the west European 


B’ COUNTING heads or units of certain kinds of produc- 


economy is already developing faster than world trade as a 
whole : integration could accelerate its growth. Absolutely, 
therefore, its imports could easily continue to grow faster 
than world trade, and its members thus still need to increase 
their share of world exports. 

Inside the area, three “classical” economic advantages 
of free trade are argued by its partisans. 


(1) That removal of barriers to trade would improve the 
division of labour throughout the area, according to the 
principle of comparative costs ; 

(2) that the larger market thus opened would allow 
“economies of scale” to industries hitherto limited by the 
size of their home market and the exports they can 
achieve over trade barriers ; and 
' (3) that free trade would, by increasing competition, 
stimulate industrial efficiency inside Europe’s formerly 
protected markets. 
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economists have poured very cold water on the first two. 

“ Comparative costs,” in modern developed economies, 
differ from the classical “ endowment of natural resources ”: 
moreover, where this pattern of resources is really impor- 
tant, industry for the most part already follows it. Extrac- 
tive industries cannot escape geology. For the producers of 
heavy industrial materials, it is important : but over the 
years other local ties—to markets, supporting industries, 
and skills—and the cheapness of extending existing works 
as against building quite anew, can preserve the effective 
advantages of a location long after the original natural 
resources there are wasted. In the newer manufacturing 
industries, markets, transport, existing patterns of industry 
and population, are more important: and technological 
advance, for the most part, tends to reduce the advantages 
of particular locations. Very often the modern advantages 
of comparative cost will develop where the biggest produc- 
tive units already exist, rather than on green field sites 
where costs might “ naturally ” be low. 

Scope for further economies of scale certainly does exist 
in certain European industries, and the larger market of a 
free trade area, though it will come gradually into being, 
and may remain fragmented by taste, language, technical 
differences and conservatism of many kinds, should offer at 
least some industries the chance to “ make more cheaper.” 
In most of the heavily-capitalised industries, process tech- 
nology or the sheer limits of building and transporting big 
pieces of equipment set the limits of scale, and some big 
European producers are already close to these. In repetitive 
medium engineering and the assembly industries significant 
further economies of scale could still be had: and the light 
electrical and mechanical industries “ behind ” these, pro- 
ducing components for such equipment, should have more 
certain opportunities. 

One cannot expect too much too fast from these two 
theoretical advantages of free trade in the west European 
market. But one might reasonably expect a lot from the 
growing stimulus of competition in a series of markets that 
in one way or another are today protected pretty effectively. 
And this should arrive punctually according to the common 
market and free trade area timetables. Conservatism, in 
most markets, may help to delay the impact: and special 


vigilance may be required to ensure that competition is- 


allowed to become really effective. Nevertheless, it can 
hardly be doubted that this dose of salts will benefit the 
west European economy as a whole. 


T WOULD be perfectly possible for the free trade area as a 
whole to gain net benefits from integration and for one 
country, the United Kingdom, for example, to “lose ” by it 
—though probably not as much as it could lose if the 
common market alone came into being. Britain’s commit- 
ment to the free trade area is inevitable. But should one 
accept it simply as the lesser of two evils, or as a positive 
opportunity ? 

Britain is among the richer economies of Western Europe, 
in terms of national income, “ real ” consumption, or earn- 
ings plus social benefits per head: but its income per head 
has been growing much less rapidly than the average for 
Western Europe as a whole. Is the free trade area likely to 
affect the rate of growth Britain can achieve~in future 
favourably or unfavourably ? 

The development of trade with Western Europe. would 
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7 
All these advantages are sometimes over-stated: some mot necessarily be a principal determinant of UK 


economic growth one way or the other; it would be 
far less important, for example, than our rate of internal 
investment. But free trade with Europe should subject 
our investment decisions to an increasingly keen test 
over the next few years—offering us a larger rate of 
return if they are right. It offers freer access to a market 
four times the size of Britain’s, and probably growing faster 
than most other major “ sectors” of the world market. 


THE SCALE OF THE MARKET (1956) 


Common Total 
Market OEEC USA 


Population (millions) .................. 164 287 168 
National income per head (£) .......... 235 298 730 
Production : 
Steel (million tons) .........cccccces 56 8! 103 
Coal and lignite* (million tons)....... 302 554 472 
Crude oil (million tons) ............. 6-3 9-8 348-8 
Electric power ("000 million KWH)... 200 374 683 
Cars and commercial vehicles (millions) 2-2 3-2 6-9 
External trade : 
Imports (£'000 million) .............. 4-9 S-4 . 45 
Exports (£’000 million).............. 5-8 6-4 6-8 


* One ton of lignite is assumed to be equivalent to three tons of coal, 


For some industries, freer trade in Western Europe is 
unlikely to make much difference one way or other. For 
some, such as shipbuilding, trade is fairly free already ; 
British yards might benefit if other European nations stopped 
subsidising their own. Foreign trade in British coal is 
unlikely to be more than marginal. Steel, too, seems 
unlikely on balance to experience much change in “ direct ” 
net exports as a result of European free trade. Certain 
industries, again, are technically insulated: certain engi- 
neering components cannot be affected greatly until a com- 
promise is reached between metric and inch sizing. 

A few industries seem certain to contract, or to grow far 
less rapidly than the whole economy, because other Euro- 
pean industries should be able to undercut them. Certain 
optical goods and instruments—for example, the precision 
cameras Britain can hardly make even now in a protected 
market, non-electric clocks, anything but the cheapest 
watches, and some laboratory and industrial measuring 
equipment—will be lucky to stand withdrawal of the key 
industry duties. Manufacture of at least the cheaper grades 
of paper, with no edge in technology, faces European indus- 
tries that have a genuine advantage in pure “ comparative 
costs” —forests nearer by. The same may apply to rayon 
fabrics: and the freeing of the home market seems likely 
to hasten the decline of cotton. 

There is a wide range of industries, however, for whom 
the prospect is bright. The wool textile industry ought to 
benefit considerably: in technique and design it is one of 
the gnost competitive industries in Britain. The British 
chemical industry is highly protected, but highly efficient 
too. In the newer continuous-process industries this country 
may well be the most advanced producer in Europe. This, 
indeed, might be one of Britain’s key chances: our costs 
and capacity might well cut a wide swathe off Europe’s home 
market. In certain sectors of engineering, too—diesel 
engines and some electrical equipment—British firms 
should gain much more in exports than foreign producers 
gain here. 

Other sections of engineering, however, present big ques- 
tion marks. It is debatable whether the machine tool indus- 
try would gain—except in its dual role as an importer—by 
freer trade in Europe ; and the same applies to the builders 
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of certain other machinery. The phenomenal growth of 
electrical engineering in Britain since the war—it even ex- 
ceeds that of chemicals—has been based rather more on 
growth in consumer goods than on capital goods ; in the 
consumer field Britain has recently met keen competition in 
its home market from Germany, even over tariffs. 

The motor industry is often tipped as highly vulnerable 
to European competition, and nearly as often freer trade is 
said to offer it great opportunities. Both are true. It has 
more really large-scale producers than any other country in 
Europe, but it is highly protected. Its strength—particu- 
larly vis-a-vis the highly protected markets of France and 
Italy—lies in capacity, manufacturing efficiency and costs. 
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Free trade offers it a huge chance, but to seize this will 
require vast improvements in design, selling and service. 
While free trade in Europe means blows for British indus- 
try as well as openings, one need hardly fear that it will 
be left flat on its back. Brought in overnight, perhaps, free 
trade might on balance enable other European producers to 
penetrate our home market more than British producers 
could penetrate theirs (which, combined, are much larger 
though not qualitatively richer). To benefit as much as 
other people from this new pattern of European ex- 
pansion, Britain must use its twelve years’ grace to continue 
adjusting and altering its industrial structure, expanding its 
most efficient and competitive industries faster than they. 


3. Competition or Cartel ? 


When tariffs fall, producers may combine 
to shield themselves from the draught. 


F a free trade area means anything at all, it means more 
competition. It means removing protective national 
tariffs, opening national markets to the competition of all 

Europe, allowing the European consumer to buy from the 
most efficient producer in his continent. It is from this new 
competition that any economic advantages in the scheme— 
larger scale production, better use of capital resources— 
will flow. And more competition itself is perhaps the 
greatest single blessing it might bring. Behind the tariff 
barriers which have been erected in the past century, the 
economies of Europe have been gripped by a paralysing 
network of restrictive practices and cartels and by habitual 


conservative attitudes of mind. For the European consumer 


the hope of the free trade area is that it may break down 
the static view of things which in so many branches of 
British, French and even German industry, encrusts and 
blinds the sense of enterprise. 


Not everyone however shares this hope. The instinctive 
reaction of many British and foreign producers to the very 
words “ free trade ” is not to gird up their loins to face com- 
petition but to combine. British manufacturers of elec- 
trical plant have openly announced that they hope to reach 
agreement with their Continental friends to carve up the 
market. The British Iron and Steel Federation has put out 
feelers to the European Coal and Steel Community to dis- 
cuss the possibility of an organised cartel like the one which 
existed between the wars. And the instinct to combine is 
not confined to Britain. Producers, above all those who are 
going to lose, inevitably turn their minds to way of replac- 
ing the warm protection which the state has given them by 
a private protection of their own. After the removal of 
tariffs, the. most important task in the free trade area will 
be to ensure that this does not occur. 

The British Government and the Federation of British 
Industries are aware that the free trade area must have 
“rules of competition.” The FBI is particularly interested 
in rules against “dumping ”—the selling of goods. in 
Britain by foreign firms at prices lower than they charge 
at home. But these pleas for regulation of trade between 
nation and nation do not go to the heart of the matter. 
Dumping can-only occur in a world of imperfect competition 


in international trade, when, say, tariffs or cartels in the 
home market enable the producer to sell at higher prices 
there than in the open market abroad. If the free trade 
area is to work, it must remove not only protective tariffs 
and other discriminatory arrangements in international trade, 
but also the domestic cartels and other agreements within 
national economies which distort the whole pattern of sales 
and prices. 

‘Professor Erhard has fortunately succeeded in enshrining 
in the common market treaty a series of rules which might 
do this, provided they were vigorously applied. All agree- 
ments and mergers between firms which are likely to affect 
trade between member states and are designed to prevent, 
restrict or distort competition within the common market 
are banned ; in particular five practices: (1) Agreements on 
prices or other terms of business ; (2) limitation or control 
of production, markets, technical development or invest- 
ment ; (3) sharing of markets or sources of supply ; (4) 4is- 
crimination between customers ; (§) package conditions of 
sale, such as a requirement that if a customer wants product 
A he must buy product B, too—jam as well when he only 
wants butter. And within three years the central organs 
of the new community are to work out means of compulsion 
and fines, and set up a supervisory body to enforce the rules 
and to clarify the legal relationship with existing national 
Jaws, in short to give the new prohibitions teeth. 

Big and dangerous qualifications which will cause a lot 
of legal argument were smuggled into the treaty by less 
liberal-minded folk ; mergers and agreements are allowed 
which promote “ productivity ” or “ technical and economic 
progress,” provided the consumer gets a cut. Much will 
clearly depend on how the rules are applied, on the per- 
sonalities in the new cartel authority and the political 
influences behind them. The qualifying phrase “ which are 
likely to affect trade between the member states” can be 
interpreted to mean all or nothing. If the free trade area is 
to work its rules of competition must be as severe as possible. 
But some of its members, the Swedes, for example, with 
their well-established cartels, may even hesitate to go as far 
as the Six have done. Common sense, however, suggests 
that it use the same organisation and rules as the common 
market. It will be up to the more liberal countries to 
provide them with political drive. 

Whenever steps are taken to limit price agreements and 
cartels, defenders can always: be found ready to leap to 
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The four quarters of the globe are our familiar terri- 
tories. We are an Advertising Agency that, through its 
overseas network, provides global service—on the spot! 
Do you aim to sell in New World dollar markets ? Our sister 
company in Canada, Pemberton, Freeman, Bennett & Milne 
Ltd., is ready for action. Our friends in New York know 
the ropes. Do Europe, Australasia, Africa seem promising 
prospects? They are dotted with our associates. Between 
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high-level executives. We hold local knowledge to be of 
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clients. 
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under a Director’s care. They’re in good company, too. Names 
that are household words have been on our books for years. 


We value old friends. And we’re always glad to meet new ones, 
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Tel: Mayfair go1o 


LONDON # NEW YORK *# MONTREAL # TORONTO #& ASSOCIATE OFPICES IN MOST PARTS OF THE WORLD 





10 FREER TRADE IN EUROPE 


their feet and charge that competition only leads in the 
end to the replacement ofa monopoly of many. by the 
monopoly of a few, or even of a single powerful firm. 
Does Europe really want its motor industry to concentrate 
at Wolfsburg and Dagenham ?—the alarmist may cry. 
The notion that competition inevitably leads to con- 
centration is not borne out by the economy of the 
United States. But some concentration will take place 
in certain branches ; that is after all one of the advan- 
tages to be expected from the free trade scheme. And 
something must be done to ensure that size is not abused 
—to put financial pressure on customers, to disrupt the 
play of competition. Beside Europe’s Cartel Law there must 
be Fair Trade Rules. Here, too, the Common Market 
Treaty has made a start. It outlaws “abuse of a 
dominant position in the common market” and picks out 
a number of bad practices as examples: unfair sales prices 5 
limitation of production or of markets to the prejudice of 
consumers ; discrimination between customers. But these 
rules, too, apply only to trade between member states ; the 
long-term aim in the free trade area should be to establish 
fair trade rules in domestic trade as well. 


HE stern rules in the common market treaty against any 
is rigging of the market by governments could also be 
applied in the broader scheme. The central authority can 
“require” any government to stop a practice which dis- 
torts the market—i.e. an export subsidy. And it sets down 
reasonable principles requiring governments to alter any 
excise arrangements or indirect taxes which indirectly 
create discrimination between home and foreign producers, 

There is not going to be perfect competition in a free 
trade area, of course, whatever the rules. There are some 
sectors—coal and in some measure transport and other 
basic services like electricity—where national monopolies 
mean that the market will inevitably be managed. In the 
free trade area, as in the common market, the attainment 
of a common European price pattern might be laid down 
as a general aim. But there will have to be exceptions to 
the rule. Our European neighbours may agree that it 
would be unreasonable to price British coal according to 
the marginal world price. The double pricing of British 
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coal may go ; and the British price may tend to rise towards 
the continental level. But it is unlikely to reach it. 

Outside the recognised managed sectors of the economy, 
too, competition is bound to be imperfect, as in every 
modern industrial country. The frontier that divides legiti- 
mate technical arrangements between large industrial firms 
from illegitimate cartels can never be defined precisely. 
Fortunately, even if competition is far from perfect, 
not all the advantages of free tradé will be lost. The 
Benelux customs union has no rules of competition and 
its member countries are a Mecca of cartels. Still, the 
removal of internal tariffs has brought valuable adjustments 
in industrial structure. Almost entirely by gentleman’s 
agreement, industries in Belgium and Holland have 
rationalised, standardised types and shared out the market. 
And in the European Coal and Steel Community, which 
has failed signally to stop steel cartels, the pressure of 
potential competi-ion, if not of the real thing, has spurred 
forward modernisation. The French see the common 
market in rather the same light ; they seek economic re- 
generation through it, but they do not want plain free 
trade. They hope to combine the spur of potential com- 
petition with managed readaptation and investment in 
industry. 

The risk in the common market, despite Professor 
Erhard’s rules, is that there will be more management than 
competition. Managed investment is not particularly 
dangerous in an expanding industry, like steel. But in one 
which is weak or declining cartels can be vicious. The 
spinners’ cartel im Britain has for years blighted the neces- 
sary adaptation of Britain’s cotton industry to its new 
circumstances. In the long run free trade is going to help 
most where it hurts most. In the wrestling match which 
will certainly go on inside the two communities between 
free traders and would-be managers, Britain must throw 
in its weight on the liberal side. Fortunately there are 
economic interests on the side of change and the consumer. 
Even in this country, just as producers are beginning to 
gang up to face free trade, so the larger department stores 
and merchant importers are probing more actively the 
exciting import possibilities which will open up. The 
aim of “rules of competition” must be to back these 
forces up. 


4. The Seat of Power 


Both schemes imply a growing measure 
of European government. 


ETWEEN the concepts of common market and the free 
B trade area there is a gulf as wide as the difference 

between the French and English habits of mind. 
The common market treaty has been framed in the 
tradition of the Code Napoleon. In eleven chapters 
several hundred pages long, it lays down the logical 
structure, the institutions and rules for a new European 
community. It sets up rules of campetition, invest- 
ment banks, funds for the adaptation of industry, rules 
for the flow of labour, capital and even services—the 


barber and the football pool ; it plans a growing harmony 
between wages and social services and at the summit creates 
a new structure of institutions—a Council of Ministers from 
the six countries to govern, a European Commission to 
administer, an Assembly to advise, a court of justice to see 
fair play: the complete theoretical pattern of rules and 
institutions needed to merge six economies into one and 
eventually fulfil the high ideal of a European government. 


By contrast, something of the spirit of the Common Law 
can be sensed in the British plan for a free trade area. A 
simple purpose is laid down—to remove tariff barriers and 
quotas between European countries for certain kinds of 
goods ; the implications which will follow are left to events. 
Greater freedom of movement for capital and labour might 








wa wa wa = 











THE ECONOMIST OCTOBER 12, 1957 










COURTS OF 





Economic and Social 
Committee (Sections for 


agriculture, transport, etc.) 





be needed later, it is suggested. A few rules will be needed 
—of competition, for example, and some institutions ; but 
it is hoped that the existing Council and secretariat of 
OEEC can be adapted to the new tasks ; most of the details 
are left to time. 

One of the main tasks in the coming negotiations will be 
to reconcile these two approaches and devise rules and 
institutions for the free trade area which fit round those 
of the common market. Despite the difference of approach, 
the two schemes should in practice be able to share many 
institutions, for their implications and needs are similar. 
Not only rules of competition but other institutions might 
be shared. For example the investment bank set up under 
the common market, mainly to help southern Italy, could 
be used to help the less developed members of OEEC in 
southern Europe—Portugal, Greece and Turkey. Not all 
the ancillary institutions planned by the six need be taken 
over in this way. The common market is to have a rehabili- 
tation fund for adapting industries hit by the new competi- 


tion. Some of the six hope that it can be used by the free 


trade scheme, too. Britain may well reject this, or at least 
accept it only in return for other concessions. 


HE main institutional problem concerns not these 

planets in the two systems, but the nature of the 
central sun, the ruling executive bedy and Council of 
Ministers. The fundamental question is how much effective 
power will be shifted to the new European bodies whatever 
they are. Again, the essential needs of the two schemes are 
similar. In the free trade area, as in the common market, the 
removal of tariffs and quotas will bring a great increase in 
trade between the members and thus make each economy 
more and more dependent and sensitive to the reactions of 
the others. As quotas and tariffs are banned as weapons of 
policy, budgets and monetary policy will become the sole 
means by which a country can control its balance of pay- 
ments. If free trade area or common market is to mean 
much, the separate members will have to frame their 
economic policies more and more in concert. This is per- 
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haps a platitude today, when the whole of European trade 
threatens to collapse because of divergent policies in 
Germany and France. In a free trade area, where the 
remaining tariff insulation between national economies will 
be gone, the need will be more pressing still. 

The prospect is not an attractive one to many electors 
and politicians. And several solutions have been suggested 
which would insulate countries and governments from the 
more urgent foreign pressures on their policies—allowing 
a little inflation here, a squeeze there—for domestic reasons. 
One is floating rates of exchange ; in the early years of a 
free trade area and common market rates might well be 
freed to allow the separate national price levels to move into 
line with one another. Alternatively, a number of once- 
for-all changes in exchange rates may be necessary. But 
the eventual aim of either evolution must be to create a firm 
system of parities, so that a European currency exists in fact 
if not in name. 

Two other ways of insulating domestic policies from the 
more_urgent foreign pressures are easy international credits, 
and escape clauses from the conditions of the convention. 
Both may have a part to play in preventing exchange crises 
in the early years of a free trade area. But neither is 
desirable ; certainly escape clauses—allowing a resort to 
quotas—are a contradiction of the whole purpose of the new 
communities. 

Credits are clearly preferable to such complete retreats, 
and it has been suggested that automatic credits through 


- the existing mechanism of EPU should be granted even 


more easily than at present. But there is a danger here, too ; 
easy credits merely put off the day of reckoning when a 
country must put its economic house in order. The aim in 
time must be to “ harden” EPU, at least for the debtors, 
to make credits less, not more, automatic, to make them 
conditional on good behaviour in economic policy. But it 
is clear that this aim can only be achieved if structural 
problems of the community, like ‘that of Germany’s 
exchange surplus, which is discussed in the next article, 
can be resolved ; and one of the most important construc- 
tive tasks of the central organs of the two communities will 
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BUT TODAY the continent can no longer be ‘isola- 
ted’ from many a British manufacturer—any more 
than he can be isolated from the continent. With the 
coming of the Common Market—and probably of the 
Free Trade Area—he will soon have to know the 
European markets as well as he knows those of his 
own country. The whole future of his business may 
well depend upon just that. 


As a first and vitally important step, he will need 
the help of an advertising agency which treats mar- 
keting as the essential basis for advertising itself; 
which can fact-find now, as well as create brilliant 
advertising later; which knows Europe, and is estab- 
lished there. 


Colman Prentis and Varley know Europe. They have 
been selling their clients’ goods and services in 
Europe for a decade. Their work is not on paper, 
with a list of ‘correspondents’; but on the ground, 
with their own on-the-spot affiliate offices and long- 
tested associates. Not with an ‘Export Depart- 
ment’ and a file of rate-cards: but with the skilful 
organisation, intimate knowledge and deep experi- 
ence of their European marketing and advertising 
staff. 


The CPV European Division is already planning, 
conducting market research, preparing preliminary 
campaigns for CPV clients in the new unified Europe. 


Enquiries may be addressed to the Managing Direc- 
tor, at 34 Grosvenor Street, W.1. 


Affiliate offices in 
BOGOTA, CARACAS, MONTREAL, NEW YORK 
Associates throughout the world 
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A large claim? Then examine the facts. 
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Great Britain. During the last 25 years 
they have brought the advantages of 
this lightest of structural metals to 
many industries in many countries. In 
the post-war era they have serviced the 
world with alloys they have themselves 
evolved, developed and produced. 
Advances in nuclear engineering, guided 
missiles and other major enterprises are 
being made possible, or made simpler, 
by the properties of Magnesium and the 
knowledge of MEL. 

A large claim? No other European 
Company does as much for the users 
of Magnesium as MEL. No other 
Company can. 


Magnesium Elektron Limited 


Clifton Junction - Manchester 
London Office: 21 St. James’s Square, SW1 


Magnesium Elektron, Inc., New York 20, USA 
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be to devise long-term solutions to these structural problems 
and press them on the member countries. 

The trend towards a harder EPU—virtual convertibility 
—and the eventual freeing of capital movements, which will 
probably be essential if a free trade area is to work, may be 
difficult to reconcile with the continued survival of the 
sterling area, made up as it is of Countries whose various 
economic, policies are most unlikely to march in step at the 
behest a European body, and deperident on limited 
resefves, highly sensitive to speculative movements. With 
growing urgency, the question may be posed for Britain 
whether the sterling area is worth its keep. 

The direction in which the free trade area must go is 
clear. Like the common market, it must more and more 
become a “ European economic community.” What, then, 
are the rules and central institutions needed to pilot it? It 
need not be armed in advance with all the paraphernalia or 
commitments of the common market. But it is generally 
agreed that some target dates and rules laid down in 
advance might put a useful pressure on governments to 
press forward with the scheme. Obviously rigid deadlines 
must be agreed for the reduction of tariffs; it might be 
agreed in advance, too, that escape clauses be limited in 
duration and be permitted only by some sort of majority 
vote in a central institution. 

As far as institutions are concerned one essential is 
obvious ; the central bodies of the two communities must 
be in the same place and dovetail closely together. They are 
already much alike in form. In the new community of six, 
the executive European Commission proposes and initiates 
action—such as common policies and escape clauses ; above 
it the Council of Ministers from member countries generally 
has final power of decision. In the free trade area, the secre- 
tariat of OEEC, parallel to the European Commission, and 
working closely with it, will in the same way have to plan 
tariff reductions, devise and provide the impulse for 
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measures of common policy. Something like the monetary 
committee of the common market, linked with the European 
Payments Union, will be needed to draw together central 
banking policies. Above these bodies, the OEEC Council 
of Ministers from member countries will have to make the 
ultimate decisions. The seventeen countries of OEEC may 
not wish to commit themselves in advance as far as the Six 
either in the powers they give to their central executive or 
to shaping the decisions of the supreme council by a majority 
vote which might overrule national cabinets. The common 
market treaty expressily provides that after a certain period 
of time most decisions shall be made by what is called a 
“ qualified majority”; a group of countries, that is, can 
overrule one of their partners. - In a free trade area conven- 
tion it will probably only be politically possible to abandon 
unanimity in one or two vital specific matters, say escape 
clauses. Thus its members will not be under so great a legal 
obligation to “ abandon sovereignty.” But in fact the voting 
system is not of key importance. In both schemes the centre 
of gravity of power should shift towards the centre as the 
new secretariat and council take on common tasks, as com- 
mon problems and the evolution of one economy require 
more and more day-to-day European governing. 

As this happens, some sort of European Assembly— 
perhaps an adapted Council of Europe—will be required 
for the free trade area as for the six, to scrutinise the work of 
ministers and executive. It must ensure that as European 
bureaucrats and ministers gain greater power they are 
subjected to the political feeling of European electors. 
Without alive European assembly, indeed, common minis- 
terial policies may not evolve. Ministers will find them- 
selves forced to go back on their European decisions when 
they return to their separate national homes. The assembly 
of the free trade area, like its executive, may have smaller 
paper powers than that of the common market, but its 
powers, too, will grow in step with needs. 


5. The German Competitor 


Will the pull of a strong mark disrupt 
the two communities ? 


N every businessman’s thoughts about the free trade area 
and common market, as in every politician’s, the 
strength of Germany looms large. Many British 

businessmen see the free trade area as an opportunity as 
well as a necessity, but fear of their formidable rival gives 
them pause. How great is the challenge of the German 
competitor ? What role will Germany play in the new 
communities ? 

There is no doubt that west German manufacturers are 
more confident than anyone else of their prospects in the 
common market. There are producers in a few sectors 
who expect difficulties at home from foreign competition: 
a few woollen mills, for example, might be forced to close 
through competition from Italian mills ; and there are quite 
a few branches, like leather, where the balance is in doubt. 
But there is no question of the feelings of the German motor 
industry, of much of engineering, of chemicals. These 
industries expect a great expansion of markets, in both 
common market and free trade area. 





It is clear, however, that Germany in turn will be a 
tremendous market, a driving force behind the expansion 
of industry everywhere in Europe, as it has been in the past 
eight years. In a free trade area the fall of tariffs will 
certainly open up new opportunities in markets hitherto 
highly protected—France, Italy, Norway. But the biggest 
single prize for the exporter will remain rich, expanding 
industrial Germany, where incomes are soaring and con- 
sumers and businessmen are beginning to thirst for foreign 
goods as never before. Woollen firms in Yorkshire are 
licking their chops at the thought of the German market. 
And unless “rules of competition” are a complete flop, 
there may be a fierce battle in both home markets, as well 
as in the other countries of the free trade area, for the 
market in durable consumer goods—pressure cookers, 
refrigerators, television and radio sets, household gadgets. 
The greatest opportunities of all in Germany for British 
manufacturers, as well as the biggest chances for the 
Germans here, will be in the capital goods industries. The 
German specialist tool-makers, the makers of heavy presses, 
the traditional German leaders in instruments and optical 
equipment will do well in Britain ; but there are branches 
of British industry—in electronics, aircraft, aspects of 
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atomic power—whose lead will serve them well in the 
German market in return. There will be a growing inter- 
course between the two great industrial countries of the 
free trade area and common market, both through straight- 
forward competition and through technical partnerships 
between British and German firms. Not only in each 
others’ markets, but in the whole free trade area, both 
Britain and Germany, as the two leading industrial countries 
of Europe, will gain most from the removal of tariffs and 
quotas. And their markets will provide the main drive 
for expansion in the smaller countries. 


The British manufacturer, however, may not be satisfied 
with this thought alone. He 
inevitably asks which of the 
two giants will gain most 
in Europe’s markets; and the KEY 
economist echoes him. To- ME EXPORTS 1956 
day, despite considerable C) sMPORTS 1956 
German efforts to increase 
imports—the removal of 
quotas, constant tariff cuts— 
the German payments surplus 
is knocking European trade 
awry. Will a free trade area 
and common market make 
this problem worse ? There 
will be other countries—in- 
cluding Britain—which will 
be reducing tariffs more than 
Germany will. + Including Greece, 

. Portugal,Spoin 

Fears of German competi- and Turkey 
tion are generally based on ; 
the belief that German costs 
are lower than in other Euro- 
pean countries. German 
labour costs, despite their 
rapid recent rise, are indeed 
still rather below those of 
most other European 
countries, except Italy and 
Holland ; yet in many industries the higher costs of capital, 
of services and raw materials, compensate for this. Such 
comparisons in any case are often misleading: scale, skill, 
a high degree of capital investment can far outweigh any 
difference in current costs in the comparison of industries. 
I; is not the motor industry of low-wage Italy which is 
going to dominate the European market. On the face of 
it west Germany does have certain structural advantages 
as an exporter in the world today: highly developed capital 
goods industries ; the special abilities in design which its 
technological education seems to instil ; the alleged diligence 
of the German worker and his loyalties to his firm and local 
community. But Britain has advantages, too. In industrial 
structure, the west German economy today is not as 
different from the British as is often supposed. 

Given some present advantage in current costs, the com- 
petitive position of western Germany, if tariffs fell 
tomorrow, would probably be better in many markets. and 
its payments surplus might grow more rapidly. But this 
is not going to happen. The long twelve-year transition 
period in both schemes is expressly designed to permit con- 
certed policies and changes in rates of exchange to adapt 
the structure of prices and costs in the member countries 
to a common pattern. The two schemes simply will not 
work if one country continuously earns more foreign 
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exchange than it pays out. The German problem lies not in 
any obvious advantages in cost or skill today, but in the 
danger that this process of adjustment will prove extremely 
difficult. In the last few years German productivity has 
risen faster than other peoples’. Will Germany continue 
to grow wealthier quicker than other people do? Will 
the mark tend to remain a dollar in the midst of the free 
trade area—constantly compelling other countries either 
to deflate or go back on their free trade obligations ? 


Some of the factors which have favoured German pro- 
ductivity are losing force. The influx of refugees, which 
has swelled the labour force, is slowing down; the 
number of school leavers is 
also diminishing ; the defence 
bill is rising and, with recon- 
struction over, the rate of 
yield om new investment is 
falling. But the impetus of 
past growth will still tend to 
make the German economy 
get out of step. Once 
launched into a cycle of high 
investment and expansion, 
the economy will continue to 
gain ground on its neigh- 
bours, caught in a less pro- 
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/ LPS a payments crisis and has to 


be stopped. 

In the growing concert of 
policies in the free trade area 
and- common market, the 
central task will be for many 
years to combat this German 
problem. It will not be easy. 
When, as is planned, the 
movement of labour is freed 
in the common market, 
workers (from Italy, say) are 

more likely to move towards expanding Germany than 
away from it. The German central bank will be able to 
help towards a solution by allowing interest rates to fall. But 
if there is any target for the policies of the new European 
communities, it must be, not to halt the great economic 
engine in its midst, whose strength is, after all, invaluable to 
Europe politically as well as economically, but to follow 
Germany’s example and achieve everywhere more rapid 
expansion together with price stability. The common market 
treaty makes some provision for this. The investment bank 
for southern Italy, the rehabilitation fund, the arrangements 
for Africa are all designed to set Germany’s growing wealth 
to the task of developing other areas of the community. The 
French hope that the new community will pursue a 
“ dirigiste,” or at least a Keynesian policy regulating and 
guiding investment on a European scale, and ensuring 
that the Germans do not upset the whole scheme by deflat- 
ing too much. They see it as a political and economic 
container for Germany’s power. But the problem will not 
be solved in Germany alone; other people will have to learn 
how to combine price stability with a high rate of invest- 
ment. In the pursuit of this, free trade itself will be a 
precious weapon, helping to hold down prices, forcing a 
more rapid growth in productivity, applying “ Erhardism ” 
to Britain and France too. 
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Agriculture in some parts of Europe needs 
more protection than in Britain. 


to protect its agriculture. The reasons put forward 

are many ; having a “ correctly balanced ” population, 
keeping the mountains in good condition, preventing income 
fluctuations, defence. But the most common of them all 
is a political one ; the desire to preserve a solid and reliable 
group of voters who are broadly satisfied with life as they 
find it, and who may therefore be relied upon to support 
the more restrained political parties in their country. In 
Germany and Italy they provide a steady basis for the 
Christian Democratic parties ; in France for the conserva- 
tive wing of the Radicals, for the Peasant party itself, and 
for the Independents. In this country about a hundred 
Conservative MPs believe that they owe their seats to the 
farm vote—ironically enough with less justification than 
their European colleagues. 

Except in Ulster there is no British peasantry. Conse- 
quently, not only can farmers not command a majority in 
any constituency here, but it is very difficult for anyone to 
appreciate either what European agriculture is like or how 
its leaders react to schemes of international co-operation. 
Not only do farmers here have much higher incomes, but 
the best of them are by any standards in tolerably big 
business. Their urban- compatriots rarely think of them as 
being mystically somehow more admirable than themselves 
through their closer contact with nature. 

This type of attitude, which is still popular amongst farm 
organisations on the Continent, goes with the way the 
industry is organised. There are many peasants—almost 
twenty-five per cent of the French population for instance— 
and they operate on small, often scattered, holdings. Land 
consolidation, the putting together of scattered strips com- 
prising a single holding, is a live issue there while it is not 
in this country. France, which produces one quarter of 
Western Europe’s agricultural wealth, has a quarter of its 
holdings in urgent need of consolidation. Sweden, a rich 
country, with a strong tradition of administrative efficiency, 
has had to give up as impractical a policy of increasing the 
size of holding to about 60 acres ; it has had to be content 
with 20-45 acres. In Jugoslavia, most holdings are between 
5 and 10 acres, in France 95 per cent are less than 2§ 
acres, but in the United Kingdom over one half the land 
is in units of over 125 acres ; less than one per cent less 
than § acres, Continental farms are, if anything, getting 
smaller as holdings are divided up at the owner’s death. 

Although our own farm prices are high, they compare 
favourably with other European farm prices, and our 
farmers have higher incomes. Dutch and Danish farmers, 
despite their technical superiority in many products, have 
to be satisfied with relatively low incomes ; Italian fruit 
and vegetable growers with very low incomes indeed. The 
value of output per head of the agricultural population 
(including women and children) is about £300 a year here 
and {80 a year in Italy ; subsidies add another £100 or so 
to income per head in this country but not in Italy, whose 
agriculture is protected by import restrictions. The value 


Fe= country in Western Europe finds it necessary 
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of output per head in Danish agriculture is about £250 a 
year, and there are no subsidies ; in the United States it is 
a little less, about £240. 

The comparatively high income levels in the United 
Kingdom and the small agricultural. population have pro- 
duced another difference between British and Continental 
practice, which is of especial importance when it comes to 
agreeing On forms of co-operation. The techniques of 
income support differ fundamentally. 

Here, the deficiency payment system ensures that the 
consumer usually pays the import price while the “ defici- 
ency,” or difference between this price and the government 
guaranteed price to farmers is made up out of a Treasury 
subsidy, often administered through producer-controlled 
commodity marketing boards. Tariffs play only a small 
part in the British system of protection. In other western 
European countries, though, import restriction is an almost 
universal rule. Any producer of wheat or meat who can 
compete at world prices can get an entry into the British 
market, but into few other markets. 

The United Kingdom scheme is better, and for many 
reasons. Firstly, it makes the political choice open and 
obvious ; we know how much agricultural protection is 
costing the economy—£240 million last year—and we can 
compare this with other expenditure. Secondly, prices to 
consumers are low ; they are equal to import prices. 

But there is another advantage to this scheme which, if 
fully exploited, would minimise the cost to the country 
and would at the same time maximise international trade ; 
it could well form the basis of any European agreement on 
agricultural marketing. Under a deficiency payment scheme, 
a government could so arrange prices received by farmers 
that they are the same percentage above actual or potential 
import prices for all commodities. The price ratios between 
commodities on, say, the protected British market would 
then be the same as on the free, “‘ world ” market. 

Such a policy would minimise the cost of deficiency pay- 
ments for any desired level of farm income, and would 
maximise international specialisation and trade. It could 
well form an ideal towards which any European managed 
market might be designed to move. It is important to have 
such an ideal in mind, both to keep the head clear while 
negotiating and to have a policy which can be defended to 
the public at large. Although it would be unfair to say that 
these advantages could not be realised by a rational tariff 
policy—it is being attempted by Sweden—the incentive 
to minimise the cost to the Treasury is absent. 


NFORTUNATELY, deficiency payments schemes do not 
U appeal very strongly to other European governments. 
The argument most often used against them is that the 
charge to the Treasury would be politically unthinkable ; a 
scheme of import restriction or tariff protection pays for 
itself in the form of high food prices, and furnishes a con- 
venient source of revenue. Nevertheless a deficiency pay- 
ments scheme is, in an imperfect world, the best way of 
doing a delicate job ; it is the only one that considers the 
interests of the consumer at all. But its many benefits are 
not such as readily appeal to organisations of peasants. 
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What then is being proposed in the way of European — 


agreements on trade in agricultural products? The two 
schemes as they stand at the moment are the Rome Treaty 
decisions of the Six, and the British free trade area 
plan. Neither contemplates full agricultural free trade ; the 
British plan would exclude agriculture altogether, and the 
Rome Treaty, while arranging for the progressive abolition 
of tariffs, lays down that trade in agricultural products will 
be managed, with jointly agreed price-fixing arrangements 
and over-all control by a supra-national council. Emphasis 
is placed on producer co-operation in setting up common 
marketing arrangements. But so far no detailed scheme 
has been worked out, so it is anyone’s guess what will 
eventually happen, although the structure and attitude of 
mind of continental European agriculture make it pretty 
obvious that little attention is likely to be paid either to 
economics or to the consumer. 

The British attempt to exclude agriculture from any 
free trade area was designed to preserve Imperial Prefer- 
ence and to protect British agriculture. The second point 
is a matter for the political bargainer rather than the 
economist. It is a bargaining matter to be approached in 
the knowledge that some other European agricultures are 
less economic than our own; British farmers would not 
necessarily suffer most in a jointly managed European 
market. 

The position for Commonwealth agriculture is more com- 
plicated, but here too there is no critical conflict. It will 
probably have to be dealt with on a commodity by com- 
modity basis ; but the effect of more acute European com- 
petition would be relatively slight. Most Commonwealth 
products are unaffected—wheat, wool, sugar, beef, mutton 
and lamb, live cattle. Tropical produce from colonial terri- 
tories has as much to gain as to lose from a free trade 
area; French overseas territory products are included in 
the common market by the Rome Treaty. A free trade area, 
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even if it did not open the common market to British 
colonies, might at least give Britain some influence in its 
management. Even in the controversial dairy product 
market, there is enough product differentiation to eliminate 
most price competition: New Zealand Cheddar is hardly 
affected by competition from gorgonzola or Danish Blue. 

The principal clash is likely to be over Danish and Dutch 
as opposed to Australian and New Zealand butter. A 
marketing agreement might well have to be worked out, 
though the level of Imperial Preference is only 5 per cent ; 
this is minimal compared with price fluctuations—there was 
a 30 per cent drop in the butter import price last year. But 
this problem is as nothing compared with sorting out the 
intricacies and inefficiencies of European agriculture. 

It would seem, on the whole, that agriculture is, if any- 
thing, a stronger rather than a weaker part of the United 
Kingdom case. This country, since it accounts for about 
one-half of all western European food imports, is in 
a strong bargaining position. It is also the only country 
which can openly put the consumers’ point of view ; some- 
thing which no-one else dare do. Its aim should be to ensure 
that the new controlled market is not merely a cartel of 
interested pressure groups, but that the present buoyant 
demand for food is passed on in the form of demand for 
agricultural products only to the most efficient. 

There are many ways of organising agricultural markets 
and of protecting farmers’ incomes ; some of these cost 
the consumer less, and are at the same time economically 
more efficient than others. It is important that, when it 
comes to negotiating with governments under even greater 
pressure from farm blocks than our own, the necessity of 
reaching some commodity by commodity arrangement in 
the immediate future does not make us forget that the im- 
petus we give now to policy must be towards a more, and 
not a less effective use of national—and European— 
resources. 


7. Vision of Eurafrica 


New preferences between “the Six” and 
their territories cause concern 
in the Commonwealth. 


HEN the French decided to enter the common 

\ X ] market, they had to make up their minds, like the 
British over the free trade area, whether they could 

join the new household and keep up the old one, the French 
Union. The British hope to get away with something like 
bigamy, because most of the Commonwealth looks after 
itself. France, however, foots most of its Union’s ever- 
mounting investment bills, and the French have concluded 
they cannot develop it fast enough to satisfy the dependent 
territories and also keep abreast of Germany in Europe. 
Some prominent commentators, like Raymond Cartier, have 
suggested they should think again before investing more 
overseas. The other way out was to spread the burden on 
the broad shoulders of the Six by opening the Union’s 
market to them in return for help with investment. Hence 
the “ association ” of the overseas territories of the Six with 
the European common market, and the new concept of 


“ Eurafrica.”* This concept is essentially France’s. Most of 
France’s partners have accepted their commitments to it as 
a sacrifice on the altar of European unity. 

Since the war France has been Europe’s outstanding 
colonial investor. Today it puts near on £200 million of 
public funds annually into its territories, excluding the 
Algerian war or administration. This surpasses British 
investment in the Commonwealth, and equals American 
official economic aid to the world’s under-developed 
areas. The French estimate they must ‘double the 
amount by 1965 to bring higher living standards to 
Africa’s rising population. If France bore the burden alone, 
it would be severely handicapped in the common market in 
a race with partners whose hands are free. The French 
therefore hoped they might persuade their partners to pay, 
in ten years’ time, as much as France itself for developing 
the Union. 


Africa and the Belgian Congo account for near on 75 and 25 per 
cent respectively of the wealth of the overseas territories, minor 
colonies like Dutch New Guinea and Atlantic islands like St Pierre 
et Miquelon are also included. Algeria, as “ part of France,” and 
much of the oil-bearing Sahara, as part of Algeria, are in the 
common market on special terms, not “ associated” with it. 
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Principal scheme ot the plam and imierior 
view of the receiving station on the island of 
Gotland for the high-voltage d.c. trans- 
mission from the Swedish mainland. 
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380,000 V Three-phase High-Voltage Direct-current 

Super Transmission Line Transmission 
350,000 kVA 20,000kW +x _ 100,000 V 
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put into service in April, 1952, with generators, trans- put into operation in March, 1954, and in regular service 
formers, reactors, circuit-breakers, relays and protective in December, 1955. 

equipment, voltage and turbine regulators, lightning The entire system is the result of many years of develop- 
arresters, 380 kV cables, etc., almost entirely delivered ment and research by ASEA. All the equipment has been 
by ASEA. supplied by ASEA. 








In these projects as well as in all aspects of our manufacturing programme, whether it concerns power generation, transmission 
or distribution, electric traction and transport or any one of the countless industrial applications of electrical power, the final 
result is backed by the entire technical, scientific and industrial resources of ASEA. It will pay you to make use of our experience. 
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Latest overseas orders for Marconi television equipment include a complete station for 
Poland worth: over £200,000 and sound and vision transmitters for three new Danish 
stations valued at more than £90,000. 

Czechoslovakia has also recently ordered Marconi television equipment. Sweden, Western 
Germany, Italy and Switzerland have already installed it. Marconi’s have also supplied 
every one of the B.B.C. and I.T.A. stations. 


Not only in Europe is Marconi broadcasting equipment pre-eminent. It is in use in 75% of 
the countries of the world. 


MARCONI 


Complete Sound and Television Broadcasting Systems 


MARCONI’S WIRELESS TELEGRAPH COMPANY LIMITED, CHELMSFORD, ESSEX, ENGLAND 
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Their partners, like the Germans who cherish their new 
non-colonial reputation and see French Africa as a secon- 
dary market, or the Belgians, with their rich Congo, who 
expect to gain Jess than they give, were not prepared to put 
up such a big stake. They accepted the principle of collec- 
tive responsibility for African development, but limited their 
subscription to £109 million during a five-year probationary 
period, on the understanding that Algeria, which absorbs 

half of France’s 
Overseas invest- 
ment, remains 
strictly a French 
burden for the 
present. As for 
private,  especi- 
ally German, 
capital, only 
.modest sums 
may be expected 
at first, except 
in mining. But 
the French con- 


THE AFRICAN TERRITORIES 
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sole themselves 
with the fact 
that these out- 


side _—_ contribu- 
tions will rise 
from year to year, reaching a peak of £42 million in the 
fifth, and with hopes that the convention will be renewed ; 
they take the present figures as a starting point. 

Even so Eurafrica might still justify its grandiloquent 
name and provide a new economic deal for a large part 
of Africa. First, despite all the reservations, it does hold 
out the promise of more investment capital. Second, the 
markets of the six countries will be opened to the territories 
as fast as they are opened to one another. By the end of 
the twelve-year period many commodities from the terri- 
tories will be assisted in Europe by preferential tariffs, in 
particular a 9 per cent tariff on cocoa, 16 per cent on coffee, 
and 20 per cent on bananas. These are of great importance 
to French Africa, which has almost saturated the French 
market with its high-priced produce. Now it needs a wider 
outlet, and the 160 million consumers of the expanding 
common market offer it. 

The territories will also be able to buy cheaper goods than 
before because the Six will progressively gain access to them 
on the same terms as the French. France now sells them 
about £150 million of goods a year, and French industry, 
especially cotton and agricultural machinery, will have to 
fight hard. On the other hand, the French territories will 
be free to raise tariff walls against all the Six, including 
France, to protect their nascent industries. This is an im- 
portant political departure ; it breaks with the much-resented! 
“ Pacte Coloniale,” which has kept the Union as a preserve 
for French exports and prevented the growth of local indus- 
tries. These tariff arrangements will not apply to the 
Belgian Congo, which is a free trade area by international 
treaty, but other benefits will. 


This is as far as the treaty texts of Eurafrica go. They 
are enough to show that the Six have laid an important 
cornerstone. How much building goes up will depend on 
France’s rapidly changing relations with its Union. The 
Eurafrican vision derives much of its attraction from hopes 
of holding Algeria and developing the oil-bearing Sahara 
regions which are attached to it. If France lost its paramount 
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interest in Algeria, it might hesitate to underwrite progress 
further south. And if Algeria remains a welter of bitterness, 
France’s European partners may feel still more reluctant to 
involve themselves. Not only their capital, but their com- 
mercial reputations elsewhere in the Arab world could be 
seriously endangered if their names became too closely asso- 
ciated with an unsuccessful French colonial policy. It is this 
risk, not the capital it is investing, which is the main price 
Germany is paying in the Eurafrica venture. 

Eurafrica, in French minds, is a way to rejuvenate the 
moribund centralised empire by erecting a federal edifice 
of autonomous states, cemented by increasing supplies of 
French or European capital. But the French will have to 
interpret “ federalism” more widely than they have done. 
The present political leaders in French West and Equatorial 
Africa, deeply impressed by the economic troubles of newly 
independent states and by the entry of France itself into an 
European union, are commendably willing to follow a federal 
road ; but their idea of federation is that the French, like the 
African states, should obey the joint federal government in 
its field. The French have not yet gone beyond conceiving 
“ federalism ” as home rule for ex-colonies, with Paris re- 
taining control of diplomacy, defence and the franc. They 
may modify this ; but when many of them come to realise 
the political price is higher than they thought, they may jib 
at paying, and persuading their common market partners to 
pay, growing African bills. It is hard to tell whether the 
Eurafrican idea is merely the last stage in the break-up of 
an empire, or a means for industrial powers and ex-colonies 
to create lasting bonds of a new type. But at least the 
convention offers new material for such bonds at a time 
when the old ones are fast wearing away. 


HE convention came as an unwelcome surprise to the 

British Government. It has always intended to keep 
the Commonwealth out of the new European arrangements, 
to remain a bridge between the two worlds, to retain for 
Britain preferences in the Commonwealth side by side with 
its new market in Europe, but to avoid all those great com- 
plications which would arise in any attempt to marry the 
developed industrial region of Europe to Commonwealth 
countries for most of which the problems of industrial devel- 
opment lie ahead. It had hoped that France would exclude 
its territories from the new European arrangements in the 
same way. The new preferences for French overseas terri- 
tories alarm competitors both inside and outside the Com- 
monwealth—sterling cocoa producers like Ghana, West 
Indian banana growers, Latin America and East African 
coffee exporters. Trade currents are unlikely to change 
radically. Yet the new arrangements for Africa make it 
clear that the problems of the trading worlds of Europe and 
the Commonwealth cannot be kept apart. The Common- 
wealth, after all, like French Africa, badly needs European 
—especially German—capital. And Mr Diefenbaker 
is not the only Commonwealth leader who would like 
to lessen his country’s dependence on the rich but fluctuat- 
ing economy of the United States by stronger trade ties 
with Europe. The present British attitude to Eurafrica 
is to encourage its critics in Gatt and press for tariff con- 
cessions from the Six to mitigate the effect of the new 
preferences on Ghana and other Commonwealth countries. 
The Six will resist giving ground. But perhaps in time 
Eurafrica may lead towards broader links between Europe 
and the less-developed world, much as the common market 
is leading the way towards freer trade in Europe itself. 
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YALE TRUCKS MOVE MORE CARGO 
IN LESS TIME, CUT 
YOUR HANDLING COSTS IN HALF 


WHEREVER materials are shipped, manufactured or 
stored, they must be moved quickly and smoothly 
for maximum efficiency. That’s why industry the 
world over chooses Yale trucks. 

Yale trucks handle all types of loads easily and 
safely ... maintain a steady flow of materials in 
factories .. . speed shipments on loading docks... 
stack loads higher for maximum use of available 
storage space. These benefits mean greater produc- 


tion... better use of manpower .. . savings in time 
and space... reductions in handling costs up to 50%! 
No matter how bulky or fragile your materials, there 
is a Yale Petrol, Electric, Diesel or Hand Lift Truck 
to fit your particular handling needs. Yale trucks — 
famous for uniformly high quality wherever built — 
are available in currencies of the Free World, 
Contact your Yale Sales and Service Representative 
for full details. 
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THE YALE & TOWNE MFG. CO. 
CHRYSLER BLOG.., N.Y., U.S.A. 


INDUSTRIAL LIFT TRUCKS 


Manufacturing Plants: VELBERT RHLD., GERMANY * WEONESFIELD STAFFS, ENGLAND 
and PHILADELPHIA. PA., U.S.A. 


Licensed Manufacturer: FENWICK  saint-OUEN, SEINE, FRANCE « MILAN, ITALY 


and BARCELONA, SPAIN 








